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THE MINIMUM CAPITAL OF A NATIONAL BANK. 

BY THOKMTON COOKE. 



The effort to amend the National Bank Act by permitting the 
organization of smaller banks is an admission that, under the act 
as it stands, banking facilities in the less populous districts of the 
country are inadequate. It is a tardy recognition of a condition 
that has existed for thirty years. When the South began its ef- 
forts to repair the desolation of war, and the "West began its 
splendid growth under the stimulus of railroads and free soil, 
they found it nearly impossible to organize national banks. The 
total of national bank note circulation had been limited by the 
National Bank Act to $300,000,000; and nearly all of it had been 
allotted, contrary to that act, to national banks in the Northeast. 
To redistribute the privileges of issuing notes was impracticable, 
and the efforts of Western and Southern Congressmen were di- 
rected toward removing the $300,000,000 limit. It was enlarged 
to $354,000,000 in 1870, and was removed altogether by a clause 
of the Eesumption Act. 

The complaint of inadequate banking facilities continued, 
however, and in times of financial distress became sharp. In 1893, 
it was voiced in leading reviews by Mr. Shearman, of New York, 
and by Comptroller Eckels. Its justice is recognized by the pres- 
ent Secretary of the Treasury, Mr. Gage, who stated in his report 
of last December that "many communities are deprived of the 
aid of banks of issue and burdened with onerous rates of exchange 
and interest charges." No time need be lost in proving a fact so 
generally recognized — that either the West and South have not 
banks enough, or that their banks are not of the right kind. 

The remedy oftenest suggested for this condition is the or- 
ganization of national banks with smaller capitals. The fact that 
no rapid growth of national banking in the West and South fol- 
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lowed the repeal of the limit on the total national bank circula- 
tion, is commonly accounted for by saying that new communities 
cannot support the smallest national banks possible under exist- 
ing law. The proposition to reduce the minimum capital required 
for a national bank to $25,000 gained favor rapidly, among bank- 
ers at least, in the early years of this decade. In 1895, the Amer- 
ican Bankers' Association at its Atlanta Convention unanimously 
approved it. In 1896, Mr. Eckels advocated the change in his 
report, and, finally, Mr. Gage incorporated it in the financial 
measure submitted last December to the House Committee on 
Banking and Currency. 

Ordinarily, there could be no doubt of the wisdom of a plan 
so indorsed. It would seem, however, that the bankers, the 
Comptroller and the Secretary have overlooked material facts, or 
have not seen how to avoid the difficulties arising from them. 
These facts seem to discredit the adequacy of the proposed re- 
duction as a cure for the evils complained of. 

There are already more small banks in the newer sections of 
this country than the proposed reduction of minimum capital 
could place in them. They are State and private banks, too small 
to be strong, too weak to perform banking functions with the 
highest efficiency, and yet as large as local capital available for 
banking will permit. 

Some months ago the writer was led to examine carefully the 
official returns of State banks in Missouri, Kansas, Nebraska and 
the Dakotas.* These five States form a compact group, sufficiently 
large and sufficiently varied to warrant inferences from studies 
in its statistics. Thorough study and tabulation of the returns 
of other States have not been possible; but the facts apparent at a 
glance through any bank list testify to the general validity of the 
inferences appearing below from the returns of the group named. 

There are 1,247 State banks in the group. Of these, 116 are 
capitalized at $50,000 or slightly less, and 89 have larger capitals. 
It is astonishing to learn, however, that 785 banks, practically 
two-thirds of all, have capitals of not more than $20,000 each. 
Few have even so much as that. There are 633 banks whose cap- 
itals do not exceed $15,000, there are 451 that have no more than 
$10,000 and 112 have each $5,000 or less. Of the 785 banks of 

* The tables then prepared may be found in the Quarterly Journal of 
Economics for October, 1897 . 



THE MINIMUM CAPITAL OF A NATIONAL BANK. 459 

which $20,000 is the maximum capital, no less than 653 are lo- 
cated in towns of not more than 1,000 population. 

It is not to be supposed that many of these small State hanks 
in small towns would increase their capitals to $25,000 to become 
national banks, although it is conceivable that the few $20,000 
banks might do so. In a few cases, the prestige of "National" in 
a bank's title might bring enough new business to offset increased 
taxation. Owing, however, to the larger proportionate amount of 
additional capital required, a sufficient number of the smaller 
banks would not follow the exampL to affect the situation ap- 
preciably, even if the circulation feature of national banks were 
made more attractive by permission to issue notes to the par value 
of bonds deposited for their redemption. 

The returns of the 380 private banks in this group are not 
capable of accurate analysis. Many exaggerate capital to attract 
business. Many conceal capital to avoid the high taxation of 
Western boom towns. In other cases, not all of which is really the 
capital of a bank is ordinarily employed in it. The whole cap- 
ital becomes apparent only in crises, when the proprietor throws 
into the bank, to strengthen it, funds usually invested elsewhere. 
It cannot be known that computations from the private bank 
returns would be trustworthy; and they will not be given here. 
It should be said, however, that if they were used they would 
support the conclusion reached from consideration of State bank 
returns. The reduction of the minimum capital of national banks 
to $25,000 would have almost no effect in extending banking fa- 
cilities in new communities. 

To fix the minimum at one-half its present amount would 
place a premium on the reduction of capital. There are many 
$50,000 national banks that will reduce their capitals one-half if 
Mr. Gage's bill is enacted. They will have to call in loans to do 
this, but their deposits will not he materially affected. The per- 
centage of profit on the remaining capital will naturally increase, 
especially as the decrease in the supply of loanable funds will per- 
mit some advance of interest rates. A greater incentive to such 
reduction in the West, however, will be the desire to escape tax- 
ation, which in Western towns is very high because of the bonded 
indebtedness incurred ten years ago on the exaggerated property 
valuations of that time. 

At the last meeting of the Kansas Bankers' Association the 
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suggestion was made that the minimum ought to be reduced to 
$10,000. It is evident from the figures given above that $10,000 
banks are within the reach of small towns. Probably national 
banks of that size would be generally organized in the "West and 
South. But the force of the chief objection hitherto raised 
against the reduction to $25,000, that it would impair the safety 
of the national system, so obviously increases with the amount of 
reduction proposed that the minimum will hardly be set at one- 
fifth of what it is now. 

Such a great reduction of the minimum is therefore imprac- 
ticable, and it appears that more conservative legislation author- 
izing national banks with capitals of $25,000 would be followed 
by an immediate reduction of banking capital, hardly offset by 
the few new banks organized, or by the slightly increased capital 
of existing banks that would become national banks. Our newer 
communities would have still to depend upon State and private 
banks, too few in number, too small in capital, to inspire confi- 
dence, and in most States without efficient supervision to prevent 
mismanagement. It is evident, therefore, that the remedy pro- 
posed is inadequate for the correction of the evil. 

Yet the need of good small banks exists and hampers the 
economic development of the nation. Is it not to be met by in- 
creasing minimum capital instead of diminishing it, and by per- 
mitting strong banks to establish branches? The system of branch 
banks is, of course, familiar. It existed long in this country, and 
since the general revival of interest in public finance its opera- 
tions in Europe and Canada have been frequently explained. Only 
its perfect adaptability to the wants of our "West and South need 
here be stated. 

It goes without saying that only strong banks, banks with 
large capitals, will be permitted to establish branches. A strong 
bank could maintain a .branch wherever there was business 
enough to pay the salary of one man. Little State banks are fre- 
quently manned by the cashier alone, who is also bookkeeper and 
discount board, and is, moreover, without the advice and assist- 
ance that the head office would give to a branch manager. 
Branches would profit by little economies impossible in small in- 
dependent banks. The expense of stationery, furniture, collec- 
tion charges and express rates would be materially reduced 
through the head office. Deposits might be expected to increase 
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greatly. Knowing that the resources of the entire bank would 
be at the command of the branch in time of danger, timid people 
would deposit savings that now repose in hidden stockings and 
buried chests. Thus the ideal efficiency of a banking system — 
the thorough collection of the savings of a people for use in 
business — would be realized. 

It is argued sometimes that the adoption of the branch sys- 
tem would diminish the whole capital employed in banks. Yet, 
if this were true, business would not be unfavorably affected. The 
reduction would come healthily, if it came at all, from the 
growth of the depositing habit and from the more economical dis- 
tribution and use of banking capital. The probability is, how- 
ever, that increased deposits would induce the establishment of 
new banks and branches, instead of the withdrawal of capital from 
banking. 

The profit of branch banks in foreign countries results largely 
from their circulating the notes of the parent banks. In this 
country, too, the highest efficiency of the branch system will be 
reached with authority to issue circulating notes based upon bank 
assets. No other system of note issues is elastic; no other is 
cheap enough to permit the establishment of profitable branches 
in small villages. Bank notes issued against assets are, in effect, 
deposits. A branch manager will not have to wait for profits un- 
til people bring him their own money to loan. He can begin to 
lend notes, which is practically to lend deposits, the day he opens 
his office. 

Illustrations of the desirability of elastic bank note issues are 
commonly drawn from the movement of crops. The illustrations 
here to be given are based also upon the revived cattle trade of 
the States whose bank returns have been discussed above. 

After moving toward the frontier in the eighties, cattle are 
coming back to Kansas, Missouri and the States north of them. 
Spring and fall the railroads are busy hauling them in from 
Texas, Colorado, and even from Montana. It is cheaper to bring 
the cattle to the feed than to send feed to the cattle. A very 
large proportion of these imported cattle, as well as of the 
"native" cattle raised in these States, are sold in small bunches on 
credit, notes being taken, to mature at the end of the feeding or 
grazing period. This cattle paper, as it is technically known, is 
made in such quantity that it is beyond the capacity of the local 
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banks to handle it all. Yet it is the local banks which alone are 
thoroughly acquainted with the makers. 

The revival of the cattle trade in the Missouri valley makes 
it once more true that every Western State, like every Southern 
State, has a diversified industry. Suppose each State well sup- 
plied with banks on the branch system, issuing currency when 
needed upon the security of their own assets. In the late sum- 
mer, exchanges in the grain-raising districts of the Western States 
increase. Branches in these localities would lend a good deal of 
money to pay for extra help at harvest time, to pay threshing 
bills and to enable farmers to wait for prices of grains to rise. 
Under the present system this money comes from the East, and 
its movement causes appreciable stringency there. Under the 
system supposed, it would be furnished by the local banks, in the 
form of bank notes. 

Early in the autumn, other farmers in each State require funds 
to buy cattle — either "stockers" to be fed through the winter on 
sorghum-cane, corn-stalks, millet-hay or Kafir corn; or "feeders" 
to be fattened on Indian corn or cottonteed. The independent 
local banks soon exhaust their own funds. The need for more is 
clumsily met by rediscounting cattle paper with banks in large 
Western cities, and the city banks in turn are usually forced to 
borrow in the East. Still, the demand is not met; and the natural 
customers of local banks find it necessary to borrow from live 
stock commission merchants at the great cattle markets. If the 
supposed banking system existed, however, all cattle paper could 
be handled by the local banks, whose intimate knowledge of local 
conditions and borrowers would enable them to handle the paper 
safely. There would simply be a moderate issue of notes, and a 
great transfer of funds from branches in the grain districts, where 
most of the crop is moved by this time, and where deposits are 
pouring in. 

After Christmas, the demand for cattle money is more than 
met through the payments of notes secured by mortgages on the 
fattened cattle that are going to market. Funds from this source 
would be distributed under the branch system to aid in beginning 
farm operations in the spring. Pastured cattle are ready for 
market, if at all, before the grain crop begins to move rapidly. 
The grain districts would receive help at this time, and the circuit 
would be complete. 
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As many illustrations of the operation of the branch-and-issue 
system of banking could be given as there are States in the West 
and South. Each State of these sections is so large and so varied 
that transfers between branch banks would take place everywhere, 
although each parent bank were permitted to establish branches 
in its own State alone. Professor Dunbar believes that permission 
should be so qualified. Mr. Eckels would allow branches only in 
towns of 1,000 population or less. Some Western country bank- 
ers maintain that branches should be established only within a 
comparatively short distance of the parent bank. This last re- 
striction, however, would interfere with the peculiar usefulness 
of the branch system, and Mr. Eckels' limitation would keep 
strong banks out of considerable towns, while allowing them in 
hamlets. These objections do not apply to Professor Dunbar's 
suggestion, and it should be provisionally adopted. Jealousy of 
the "Money Power" is intense, and it is well to allay the fear that 
Eastern financiers might organize an effective banking trust. It 
may be hoped that after a trial of the branch system, with no bank 
operating in more than one state, the permission to establish 
branches may be extended. 

A great economic gain would appear from the first, however, 
and it would involve a political gain. The farmer who sees 
money rates tightening unreasonably just when he wants to buy 
cattle or to move his crops, and who knows that the interior 
cities where his banker rediscounts are but secondary money cen- 
ters supplied by the East, lends willing ear to vituperation against 
Wall Street. If, instead of currency shipped from New York, the 
farmer could handle good bank notes issued at some nearby vil- 
lage branch, he would overcome his dangerous jealousy of the 
East, and would cease to prescribe free silver where only ade- 
quate banking is needed. It would then be safe to let strong 
banks cross State lines. 

The necessary conclusion from the present inquiry is that the 
minimum capital line should not be lowered, but raised. Each of 
the strong banks thus to be secured should be permitted to es- 
tablish branches in the State where its head office is located. With 
this permission must go authority to issue notes based upon as- 
sets. Several plans for making such note issues safe are fa- 
miliar. 

The changes outlined would improve the national banking 
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system even in the States where it is now strongest; for in their 
rural districts is felt, though less acutely, the same need of small 
banks that exists in new communities. The modifications would 
also permit the general introduction of the system in the West 
and South, and its operations would then aid in the economic 
development of those sections, would go far to remove present 
sectional distrust, and would stamp out cheap money heresies. 

Thoknton Cooke. 



